Abstract This study investigates the market's reaction to companies hiring accounting and finance officers directly from their external audit firms-the auditorto-client hiring practice referred to as the ''revolving door.'' The Sarbanes-Oxley Act (SOX) eliminated this hiring practice, reflecting concerns that such appointments may impair audit and financial reporting quality. However, it was also argued that companies may have benefited from hiring individuals already familiar with their systems, organization and personnel. To determine the prevalence of this hiring practice and how shareholders viewed these appointments, we examine 3-day cumulative abnormal returns around the announcements of newly appointed accounting and finance officers over the period [1985][1986][1987][1988][1989][1990][1991][1992][1993][1994][1995][1996][1997][1998][1999][2000][2001][2002]. We find that the proportion of revolving door hires is relatively low (only 6.1% of all hires in our sample), but that when they did occur the market valued the revolving door appointments more positively than other appointments. Further tests reveal that the positive market reaction to revolving door appointments is driven mainly by smaller companies, and that these appointments are not associated with lower financial reporting quality when assessing subsequent discretionary accruals or the receipt of an Accounting and Auditing Enforcement Release (AAER). Overall, the low frequency of occurrence, investors' positive perceptions, and the lack of association with deteriorated reporting quality indicate that the SOX restriction on revolving
Introduction
This study investigates the market's reaction to companies hiring accounting and finance officers directly from their external audit firms-the auditor-to-client hiring practice referred to as the ''revolving door.'' The revolving door hiring practice was restricted by the Sarbanes-Oxley Act (SOX 2002) because in several prominent accounting scandals (including Enron, Cendant, Global Crossing, Phar-Mor and Waste Management) senior accounting and finance officers previously worked for their companies' external audit firms, raising concerns that such appointments present a threat to audit and financial reporting quality. To date, however, no study has examined the frequency with which companies hired accounting and finance officers directly from their audit firms, nor has there been an investigation of how shareholders responded to announcements of revolving door appointments.
While there is some evidence that revolving door appointments may have impaired the quality of audited financial statements (Lennox, 2005; Menon & Williams, 2004) , the evidence is far from conclusive (Dowdell & Krishnan, 2004; Geiger & North, 2006; Geiger, North, & O'Connell, 2005) . If revolving door appointments did significantly impair the credibility of financial reporting, shareholders likely would have viewed revolving door appointments unfavorably, in which case the market reaction would have been negative. Conversely and largely overlooked in the debate leading to SOX, if these appointments were viewed as bringing potential net benefits to the hiring firm, the market reaction would have been positive. For example, the former auditor may have been the hiring company's most suitable job candidate because of familiarity with the company's systems, personnel, and reporting issues. An auditor's acceptance of employment also may have provided the market with a positive signal about the company's future. Ultimately then, it is an empirical question as to whether shareholders viewed revolving door appointments positively or negatively. To the extent that the SOX prohibition on revolving door appointments was intended to benefit shareholders, our event study methodology provides new evidence about the legislation's hiring restriction from the market's perspective.
We calculate cumulative abnormal returns (CAR) over 3 days (À1 to +1) for public companies that announce the appointments of senior accounting and finance officers. We use these public announcements as a way to identify individuals that are hired directly from the company's external audit firm. In addition to revolving door appointments, we identify newly appointed officers who previously worked at other audit firms. This identification facilitates a test of whether the market reacts to revolving door appointments per se or to the hiring of someone who simply has CPA experience. To test whether the market reacts differently to appointments of officers with CPA experience, we also sample newly appointed officers who did not previously work for audit firms.
The sample period is from January 1985 to July 2002 (the date when SOX was passed) and consists of 3,176 newly hired accounting and finance officers. Of these, we find that only 193 officers (6.1%) were hired directly from the company's own audit firm and the frequency of revolving door appointments was decreasing in the years leading up to SOX. Thus, revolving door appointments were not commonplace, and the SOX restriction on such appointments would apparently have had a minimal impact on the hiring of financial reporting executives by public companies. Although revolving door hires were uncommon, they might nevertheless be perceived differently by the shareholders of firms making them. Therefore, we compare the market's reaction to revolving door and non-revolving door appointments. For those companies that did hire directly from their audit firms we find a mean positive CAR of +1.2%, which is significantly greater than zero (tstatistic = 3.11). In contrast, we find no significant market reaction for nonrevolving door appointments, regardless of whether the newly hired officers have or do not have prior CPA experience.
Our multivariate tests indicate that the positive market reaction to revolving door hires remains significant after controlling for the officer's new job title (chief financial officer or not), gender, CPA experience, former position at the audit firm (partner or not), the hiring company's size, age, profitability, leverage, growth opportunities, and confounding disclosures. We conclude that the market responded positively when companies hired accounting/finance officers directly from their external audit firms. The low frequency of revolving door appointments and the market's positive reaction suggest that the sweeping SOX restriction on revolving door appointments may have been unnecessary, and even unfortunate, at least from the perspective of shareholders.
Next, we examine which companies experienced the largest positive market reactions to revolving door hires. In the congressional debate leading to SOX, some commentators argued that a restriction on revolving door appointments would be particularly detrimental to small companies (Herdman, 2001; Pitt, 2002) . Similarly, the Independence Standards Board (ISB) had earlier argued that small companies benefit the most by hiring from their external audit firm (ISB, 1999) . This is because smaller companies have fewer resources to search for officers and are more closely tied to their external auditors for business and financial reporting advice. In addition, an auditor's decision to join a client may be a stronger positive signal when the client is small and less well-known. Thus, we predict that the market reaction would have been more positive when auditors are hired by small companies rather than by large companies.
We partition the appointments made by large and small companies using the median value of total assets. Among small companies, the market reaction is significantly positive for revolving door appointments and insignificant for nonrevolving door appointments. Among large companies, the market reaction is insignificant for both revolving door and other appointments. The multivariate results confirm that the aggregate positive market reaction to revolving door Hiring of accounting and finance officers from audit firms (2008) 13:55-86 57 appointments is driven by the smaller companies. These findings are consistent with those who argued that small companies would suffer most from the SOX restriction on revolving door appointments. While the market reacted positively to the revolving door appointments, it is nevertheless possible that the appointments reduced financial reporting quality. To examine the impact of revolving door appointments on the quality of financial reporting, we examine levels of signed discretionary accruals and the frequency with which companies received Accounting and Auditing Enforcement Releases (AAERs) following new officer appointments. If revolving door appointments impaired financial reporting quality, we would expect that levels of discretionary accruals to be higher and AAERs to be issued more often to companies that appointed officers from their own audit firms.
We find that signed discretionary accrual levels are not statistically different between our revolving door hiring firms and non-revolving door firms either in the year of appointment or in the subsequent reporting year. Within the full sample of 3,176 appointments, we find that 93 companies received AAERs within the following 5 years. Only one company (0.5%) received an AAER following a revolving door appointment compared to 92 companies (3.1%) that received AAERs following non-revolving door appointments. The difference between these frequencies (0.5% versus 3.1%) is statistically significant, even after controlling for other firm and individual factors (z-statistic = À2.31). These findings do not support the view that revolving door appointees impaired the quality of financial reporting after they assumed their new responsibilities within the company.
Our paper makes two contributions to the literature. First, it responds to a call by DeFond and Francis (2005) for further evidence on the impact of revolving door appointments. Prior studies investigate the effect of revolving door appointments on earnings management and on the issuance of going-concern opinions (Dowdell & Krishnan, 2004; Geiger et al., 2005; Lennox, 2005; Menon & Williams, 2004) , but the evidence from these studies is mixed and, as discussed later, the samples used in some studies do not directly address the types of appointments targeted by SOX. Moreover, Lennox (2005) cautions that the negative association between revolving door hires and going-concern opinions could reflect auditors' private information about the financial viability of the companies that they join. Therefore, we present evidence on the prevalence of the revolving door hires, which are now banned by SOX, and their impact on earnings management and accounting fraud.
Second, the study contributes to evidence about the impact of SOX on shareholder wealth. Motivated by the SOX requirement that companies disclose whether audit committee members are financial experts, DeFond, Hann, and Hu (2005) examine how the market reacts when directors with financial expertise are appointed to audit committees. Using a test period before SOX, they find that the market reacted positively to the appointments of accounting financial experts but did not react significantly to the appointments of non-accounting financial experts. Motivated by the SOX moratorium on revolving door appointments, our study reveals that revolving door appointments occurred infrequently in the pre-SOX period, the market reacted positively when they did occur, and there does not appear to be a significant reduction in the quality of financial reporting after these appointments. Thus, our results suggest that the SOX ruling may not be an effective protection for shareholders.
The next section provides a brief background, discusses the relevant literature and presents the hypotheses. Section 3 presents our sample selection procedures and descriptive statistics. Section 4 reports the main results and additional tests. Section 5 summarizes and discusses the study's findings.
2 Background, literature and hypotheses
Background
The practice of hiring accounting and finance personnel from companies' external audit firms has long been controversial because of concerns about the possible negative impact on audit and financial reporting quality (AICPA, 1978; ISB, 1999; Mautz & Sharf, 1961) . One potential problem is that an individual may not audit diligently the financial statements of a prospective employer, particularly if the individual and client are negotiating employment terms during the audit.
1 Thus, the soon-to-be-hired individual may not act independently in the role as outside auditor.
A second problem may arise after the auditor joins the client. As a former auditor, the new appointee possesses an intimate understanding of the procedures used by their former audit firm to test the financial statements (for example, knowledge of how the audit firm selects transactions or processes for detailed testing, as well as the types and extent of substantive tests performed on specific accounts). Additionally, former auditors may know personally many of the current auditors and may have previously supervised some, if not all, of their former colleagues (Clikeman, 1998; ISB, 2000) . Furthermore, a former auditor would have extensive experience with control systems in general and inside knowledge about the company's specific control system, making it easier to override the controls once they are an officer within the company (Beasley, Carcello, & Hermanson, 2000) . Such knowledge and personal relationships may afford former auditors the ability to influence the outcomes of audits and the financial information reported (Beasley et al., 2000; Menon & Williams, 2004) .
Despite concerns that revolving door appointments impair financial reporting, the Independence Standards Board (ISB, 2000) formerly concluded that the hiring practice did not need to be restricted. In fact, the ISB stressed that the hiring of a knowledgeable individual from a company's external audit firm may reassure investors that the financial statements are credible. The ISB (para 13, 1999) stated that ''limiting the ability of companies to hire qualified people will, in some cases, reduce the quality of financial reporting [...] these costs ultimately impinge on the degree of confidence investors can place in the securities markets.'' The revolving door hiring practice was eventually restricted only following several sizable accounting scandals in which financial reporting officers had previously been employed at their companies' external audit firms. Section 206 of the SarbanesOxley Act (2002) forbids public companies from hiring their external auditors as senior accounting and finance officers for up to 1 year after the individual's departure from the audit firm.
2 While similar employment restrictions had been debated and proposed in the past, the SOX restriction is the first to preclude auditors from stepping directly into senior financial reporting roles at their former clients.
Prior literature
2.2.1 Revolving door appointments and the quality of audited financial statements Following SOX, several archival studies have begun an examination of the impact of revolving door appointments on the quality of audited financial statements. Lennox (2005) measures audit quality by examining the frequency with which audit firms issue going-concern opinions. He identifies two situations in which officers previously worked for their companies' external audit firms: (1) an auditor leaves the audit firm to work for a client (that is, a revolving door appointment) or (2) an officer persuades the company to appoint the officer's former audit firm (an ''alma mater affiliation''). Consistent with audit quality being impaired, he finds that goingconcern audit opinions are issued less often if a company has an officer that previously worked for the company's external audit firm. While this finding is highly significant for alma mater affiliations, it is only weakly significant for revolving door appointments. Moreover, Lennox (2005) cautions that the revolving door results are potentially biased because auditors may have private information about their clients' future prospects and auditors may not join clients that are less likely to survive or get modified audit reports. As noted earlier, this is an important caveat in the context of our study since the auditor's acceptance of an employment position may send a positive signal to the market about the auditor's confidence in the company's future.
Other studies test the effect on financial reporting quality by examining earnings management. Menon and Williams (2004) identify both officers and directors who were former partners at their companies' audit firms but, unlike Lennox (2005) , they do not identify whether these affiliations arose as a result of revolving door appointments or alma mater affiliations. Menon and Williams (2004) find that affiliated companies have larger signed and unsigned abnormal accruals compared to companies where affiliations do not exist. They also find a disproportionately higher (lower) frequency of affiliated (unaffiliated) companies just meeting (missing) analysts' earnings forecasts. Thus, they conclude that affiliations between former partners and audit firms are associated with greater earnings management. 2 The Office of the Chief Accountant of the SEC has issued a clarification of how it intends to apply Section 206 in practice (SEC, 2003) . Specifically, a member of the audit engagement team will be prohibited for 1 year from commencing employment in a financial reporting oversight role with the former client. The SEC has defined a ''financial reporting oversight role'' as one where a person is in a position to exercise influence over the contents of the financial statements or over anyone who prepares them (SEC, 2003) . In addition to senior accounting and finance positions, SOX prohibits the hiring of CEOs from members of the audit team. Evidence reveals that, before SOX, auditors were typically hired into accounting or finance positions and very rarely hired as CEOs (e.g., Beasley et al., 2000; Lennox, 2005) . Therefore, we collect data on accounting and finance appointments but not CEO appointments.
Our sample differs from Menon and Williams (2004) and Lennox (2005) in two important respects. First, their samples include both revolving door appointments and alma mater affiliations even though the SOX restriction applies only to revolving door hires. In contrast, our sample focuses on revolving door appointments. Second, their samples include auditors who were initially appointed to junior positions, whereas our sample focuses on auditors who moved directly into senior management positions (for example, controller, chief financial officer). Since the SOX restriction on the revolving door applies only to appointments of senior officers, our sample speaks more directly to the likely impact of SOX.
Similar to our study and consistent with the SOX restriction, Dowdell and Krishnan (2004) and Geiger et al. (2005) focus specifically on revolving door appointments to senior corporate positions. Dowdell and Krishnan (2004) sample CFO appointments and their affiliated CFOs include not only former partners but also individuals who were employed at other ranks in audit firms. They find that signed abnormal accruals are higher for revolving door hires but find no significant differences in absolute abnormal accruals. Since the SOX restriction applies to all influential accounting and finance positions (CFO, chief accounting officer, controller, vice president of finance), the sample in Geiger et al. (2005) includes these other positions in addition to CFO. They find no significant difference in absolute accruals or non-operating accruals between the revolving door and other hiring companies.
More recently, Geiger and North (2006) examine changes in signed current discretionary accruals of companies hiring new CFOs. While not the main focus of their study, they find that changes in discretionary accruals are not associated with whether the CFO was hired directly from the company's audit firm or from another external source. Thus, taken as a whole, the evidence is mixed as to whether the revolving door appointments targeted by SOX impaired the quality of audited financial statements.
Revolving door appointments and the benefits to hiring companies
Prior literature primarily focuses on the potential costs of revolving door appointments, namely the potential threat to the credibility of audited financial statements (compare, Geiger et al., 2005; Menon & Williams, 2004) . While such studies are important, they fail to account for the benefits that companies may enjoy by hiring officers from their audit firms. One such benefit is detailed companyspecific knowledge. External auditors are intimately familiar with the hiring company's personnel, business processes, information flows and reporting requirements. Thus, they are able to step into accounting and finance positions more effectively than individuals without such a detailed knowledge.
3 When a company hires someone from its external audit firm, it has had the chance to observe and work closely with the potential new officer beforehand. This extended relationship enables the hiring company to assess whether the new candidate interacts and works 3 The ISB stressed that hiring qualified knowledgeable personnel from the company's external auditor may be beneficial to the company and the financial markets (ISB, 1999). well with other company executives and whether there is a good fit with the company and its culture (Beasley et al., 2000) . Thus, a revolving door appointment may be preferable to hiring someone who is expected to be equally well-qualified but about whose suitability there is greater uncertainty.
Additionally, since external auditors are privy to a substantial amount of internal company information, the company's ability to hire an external auditor may signal to shareholders and others that the auditor is confident enough in the company's future to accept an employment position. Thus, an auditor's decision to join a specific client may provide a positive signal to the market about the hiring company.
In summary, the market reaction to a revolving door hire reflects the shareholders' joint assessment of (1) any risks to the quality of audited financial statements, (2) the appointee's abilities and fit within the company, and (3) the appointment's signal about the company's future prospects. The net effect of these conflicting assessments is an empirical question that has not yet been addressed.
Hypotheses
If shareholders believe that revolving door appointments threaten the quality of audited financial statements, the hiring firms may be perceived as more risky, and this may result in a fall in their market values. Consistent with this view, Beasley et al. (2000) urge companies that are considering hiring executives from their audit firms to carefully evaluate their decision ''given the potential for capital market participants to assign a negative signal to the hiring of an external auditor.'' On the other hand, the market may view a revolving door hire as a positive demonstration of the company's ability to attract a qualified individual who has inside information about the company. In this case we would expect a positive market reaction to the revolving door announcement. As noted earlier, the final net assessment by the market is an open empirical question, and arguments have been marshaled on both sides. Since we cannot predict whether shareholders would view revolving door appointments positively or negatively, our first hypothesis is stated in null form:
The market reaction is not significantly different between revolving door hires and non-revolving door hires.
In congressional hearings before the passage of SOX, it was claimed that any restrictions on revolving door appointments would be more detrimental to small companies (Herdman, 2001; Pitt, 2002) . This sentiment was also expressed in the ISB's exposure draft on revolving door hires (ISB, 1999) . 4 It was argued that smaller companies have fewer resources to search for new executives and are more closely tied to their external auditors for business and financial reporting advice than are larger companies. Therefore, the benefit (or cost savings) of making a revolving door hire may be greater for small companies than for large companies and lead to higher abnormal returns. 5 However, a larger positive reaction for small firms would not necessarily mean that small companies benefit more from revolving door hires. In fact, a possible negative implication of a small company hiring a former auditor is that it may be easier for the appointee to circumvent the internal control system, which may be less sophisticated than that of a large company. Nonetheless, we believe that the positive signaling value of persuading an auditor to join a small company would outweigh the potential negative implications and would be greater than that for a large reputable company. We expect that the market reaction to revolving door appointments would be more positive (or less negative) for smaller firms, either because revolving door appointments confer greater net benefits to smaller companies or because revolving door appointments are stronger positive signals. Therefore, our second hypothesis is stated in alternative form:
The difference in market reactions between revolving door hires and nonrevolving door hires is significantly more positive (or less negative) for small companies than for large companies.
3 Sample selection and descriptive statistics
Sample selection
We search the Dow Jones Interactive/Factiva databases for appointments of officers with the following job titles: ''chief financial officer'', ''CFO'', ''controller'', ''chief accounting officer'', ''CAO'', ''treasurer'', and ''vice president of finance.'' We choose these titles because they are identified in SOX as the prohibited positions for revolving door appointments. We include stock exchange identifiers (''NYSE'', ''AMEX'' or ''NASDAQ'') in the key word search to ensure that we search publicly traded companies. Finally, we combine these search terms with the following key words and their derivatives: announce, join, hire, and appoint. 6 We search for all new appointments in the pre-SOX period from January 1985 to July 2002. We choose a long sample period because, as demonstrated later, the frequency of revolving door appointments is low, requiring a large time frame to identify a sufficient number of observations to generate powerful tests.
Using COMPUSTAT, we obtain financial statement data and identify each company's external audit firm at the officer's appointment date. We collect returns data from the CRSP database. Consistent with Menon and Williams (2004) , we restrict the sample to companies audited by Big Five firms or their predecessor firms for two reasons. First, the Big Five firms have more homogeneous reputations, so we would expect that the market reaction would be more consistent when auditors were hired from the Big Five. Second, we find only 18 revolving door appointments from non-Big Five firms, which is too few to reliably test for a differential market reaction between appointments from Big Five and non-Big Five firms.
7
To identify the revolving door hires, we read each press announcement to determine whether the officer was hired directly from the company's own audit firm (the appendix presents two press announcements as exhibits). The non-revolving door announcements include officers who previously worked for other Big Five audit firms and announcements that do not mention that the appointee previously worked for a Big Five firm. We sample both types of non-revolving door appointments to test how the market reacts to the disclosure of CPA experience in the absence of the revolving door.
Our sample is similar to Mian (2001) , who finds no significant market reaction in a sample of 2,227 CFO appointments. However, our sample consists of 3,176 appointments because we include other senior accounting and finance officers (for example, controller, vice president of finance, and treasurer). In addition, Mian (2001) does not identify whether the individuals appointed to CFO had any prior CPA experience. Accordingly, he is unable to test whether the market reaction is significantly different between those with and without prior CPA experience and is furthermore unable to assess differences between revolving door and non-revolving door hires.
Descriptive statistics
Table 1, Panel A shows there are 193 revolving door hires compared to 2,983 nonrevolving door appointments from January 1985 to July 2002. Thus, only 6.1% of senior accounting and finance officers were hired directly from the company's audit firm. This finding may be surprising because some authors suggest that revolving door appointments were fairly common (see for example, Clikeman, 1998; Jubak, 2002; Mahoney & Roush, 1994; Wright, 2005) . In contrast, our results indicate that the revolving door was an infrequent practice for the hiring of senior accounting and finance officers. Since the SOX restriction applies only to appointments of senior managers and not lower-level appointments, the documented low frequency suggests that the SOX restriction may have little real impact. As far as we are aware, this study is the first to document the frequency with which auditors joined public company clients as senior accounting and finance officers.
Panel B of Table 1 also indicates that 1,141 (35.9%) of the 3,176 newly hired officers previously worked for Big Five audit firms (''CPA experience'' hires). Panel C reports that 260 (8.2%) newly hired officers were former partners at Big Five audit firms before their departure (''Partner'' hires). Thus, most officers that have prior CPA experience left the audit firms without attaining the position of partner. This likely explains why so few auditors step directly into senior corporate positions. In other words, most revolving door hires are to junior corporate positions Table 2 presents the distribution of the revolving door and non-revolving door samples by year. The overall number of officer appointments increases over time, which is consistent with the increase in the number of announced CFO appointments reported in Mian (2001) and Geiger and North (2006) . This increase may be attributable to greater media coverage over the sample period. The frequency of revolving door hires, however, declines in the latter half of the 1990s. This decline could reflect the public concerns about companies hiring officers from audit firms (ISB, 1999; Levitt, 1998) . Alternatively, auditors may have had weaker incentives to leave the auditing profession following the Private Securities Litigation Reform Act (1995), which reduced the auditors' risk of litigation (Geiger & Raghunandan, 2001) . Whatever the reason, the prevalence of companies hiring individuals directly from their audit firms was relatively low and declining in the years immediately before the passage of SOX. 
Cumulative abnormal returns (CARs)
Following the standard event study methodology, we measure CARs over a 3-day window beginning the day before the announcement through the day after. The 3-day CAR is calculated as follows:
AR it and AR it ¼ R it À EðR it Þ and t ¼ À1; 0; þ1;
R it is the return of company i on day t, and E(R it ) is the return of the value-weighted market portfolio on day t.
Results

Univariate tests
To control for outliers, we first winsorize all the continuous variables at the 5 and 95 percentiles. Table 3 , Panel A shows that the mean CAR for the full sample is only +0.2%, which is statistically insignificant. This is consistent with Mian (2001) who finds no significant overall market reaction to new CFO appointments. However, the results are very different when we split the sample into revolving door and nonrevolving door appointments. Panel B reports that the mean CAR for the revolving door hires is +1.2%, which is significantly greater than zero (p-value = 0.002). However, the mean CAR for the non-revolving door hires is +0.1% which is statistically insignificant (p-value = 0.267).
To address the second hypothesis, we partition the revolving door hires into small and large companies using the median value of total assets in the full sample ($205.20 million). 10 As reported in Panel B of Table 3 , the mean CAR for the revolving door hires is +2.2% in small companies and it is highly significant (p-value = 0.001). In contrast, the mean CAR for the revolving door hires is only +0.2% in large companies and it is statistically insignificant (p-value = 0.646). These findings are consistent with H 2 and with the ISB's contention that smaller companies would be disproportionately penalized by the restriction on revolving door hires. To determine whether the positive market reaction to revolving door hires is really due to the revolving door, or just to appointments of individuals with Big Five experience, we examine whether the market reacts positively to the appointment of an officer with CPA experience. Panel C reports that the mean CAR is +0.2% (p-value = 0.171) for the 1,141 hires that have CPA experience compared to +0.2% for the 2,035 hires without experience (p-value = 0.233).
11 Untabulated tests indicate that the market reactions of +0.2% and +0.2% are not significantly different. Additionally, the mean CARs for CPA experience and non-CPA experience range from +0.1% to +0.3% among large and small companies, and none are significantly different from zero. Thus, the market does not provide a stock price reward to companies that simply hire individuals with prior CPA experience. Taken together, these univariate results suggest that the market reacts positively to revolving door appointments, and this reaction is not driven by CPA experience per se.
Multivariate tests
Tests of H 1
To investigate whether the market reactions are driven by systematic differences between the revolving door and non-revolving door samples, we control for other factors in our multivariate tests. In these regressions, we assess the effect of revolving door hires on CARs after controlling for company-specific factors as well as characteristics of the individual. Company-specific controls include those for financial health, growth opportunities, firm age and size. 12 We control for financial health because the market may be more concerned about the appointment of a new officer if the company is less financially healthy (Brickley, 2003) . Thus, we include profitability (ROA) and level of financial debt (LEVERAGE) in our models and expect a positive association for ROA and a negative association for LEVERAGE.
Additionally, an auditor may have stronger incentives to join a client that has good future growth prospects and the market's reaction to a new appointment may also be affected by the company's growth opportunities. We control for this possibility by using the book-to-market ratio, which is negatively related to the market's assessment of the company's growth potential (Chang, Chen, Liao, & Mishra, 2006; Gaver & Gaver, 1993) . The book-to-market variable (BM) equals the book value of equity at the year-end divided by the company's market value at the end of the month preceding the announcement. It is also possible that the market's reaction to the hiring of a new financial reporting executive may be affected by the age of the company, so we account for this potential effect by including the age (AGE) of the hiring company as an additional control. We determine the age of the company as the number of years they have been listed on Compustat at the time of the hiring announcement. We also include a control for company size because we hypothesize that the market reaction to revolving door hires is significantly more positive (or less negative) for smaller companies (H 2 ). Our company size variable is the log of total assets (Ln(ASSETS)).
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Along with the company-specific controls, our regressions include controls for appointee characteristics that are disclosed in the press announcements. Specifically, we control for the title of the officer's new position (CFO or not), whether the officer had prior CPA experience with a Big Five firm (CPA_EXPERIENCE), whether the new officer was formerly a partner with a Big Five firm (PARTNER), and his or her gender (FEMALE). We include an indicator variable for the title of CFO because prior studies focus upon CFO appointments (Geiger & North, 2006; Mian, 2001 ) and because CFO is the most prevalent title among accounting and finance officers. Similarly, we include indicator variables for prior CPA experience and the former position of partner to control for the public accounting experience of the newly appointed executive. Farrell and Hersch (2005) argue that the market reaction may be more positive for female hires than for male hires if companies are perceived to be discriminating against women in their hiring decisions. Therefore, following Farrell and Hersch (2005) , we include an indicator variable for the gender of the newly hired officer. Table 4 presents a correlation matrix for all the independent variables. As would be expected, we find high positive correlations (that is, above .30) between the CPA_EXPERIENCE, PARTNER and REVOLVING_DOOR variables. We also find high positive correlations between Ln(ASSETS), Ln(AGE), and ROA, indicating that the larger companies in our study are also older and more profitable. However, none of these correlations are above .48, and the correlations among the remaining variables are relatively low, and all are below .30. Table 5 presents the univariate comparisons of the independent variables between the revolving door and non-revolving door samples. As noted in the table, we find that the revolving door companies are significantly younger (t-statistic = À3.70), have higher ROAs (t-statistic = 3.26), have higher growth opportunities (that is, lower mean BM) (t-statistic = À2.43), and they are slightly less likely to title the new individual as CFO (t-statistic = À1.70) than the nonrevolving door hiring companies. This suggests that auditors tended to join young clients that had good earnings and growth opportunities, consistent with the idea that a revolving door appointment may signal positive news about the company's future prospects. We find no systematic differences between the two samples with respect to size, amount of financial leverage, or the gender of the individual hired. We control for all these firm and individual characteristics in our multivariate regressions.
The multivariate results are reported in Table 6 . The standard errors in the regressions are adjusted for the fact that some companies have multiple officer 13 If we control for size using market capitalization rather than total assets the market reaction to revolving door hires remains significantly positive (t-statistic = 2.00).
Table 4
Correlation matrix for the independent variables (p-values in parentheses) 14 The results in column 1 indicate that the CARs for revolving door appointments are significantly more positive than the CARs of non-revolving door hires (t-statistic = 2.02, p < .05). Std. dev. 0.268 0.284 *** Significant at the 1% level (two-tailed). ** Significant at the 5% level (two-tailed). * Significant at the 10% level (two-tailed)
Variable definitions: ASSETS = Total assets ($ million). AGE = Company's age measured as the number of years that the company is recorded on Compustat. ROA = Net income/total assets. LEVERAGE = Total debt/total assets. BM = book-to-market ratio (market values are measured at the end of the month preceding the officer's appointment date; book values are measured at the end of the fiscal year). CFO = one if the newly appointed accounting/finance officer has the title chief financial officer (zero otherwise). FE-MALE = one if the newly appointed accounting/finance officer is female (zero otherwise). The continuous variables are winsorized at the 5 and 95 percentiles to control for outliers 14 Within the sample as a whole, there are 1,806 companies with one appointment, 438 with two appointments, 112 with three appointments, 23 with four, 8 with five, 3 with six and 1 company with eight appointments. Within the revolving door sub-sample, there are 187 companies with one revolving door hire and 3 companies with two revolving door hires. As a sensitivity test, we estimate the models in Table 6 using the sub-sample of 1,806 companies that make just one appointment. In these reducedsample regressions the REVOLVING_DOOR coefficient is positive and significant at p < .10 (tstatistic = 1.76) and the REVOLVING_DOOR*SMALL coefficient is positive and significant at p < .05 (t-statistic = 2.08).
Therefore, the revolving door announcements elicited a larger positive reaction than did the announcements of non-revolving door hires, even after controlling for other factors associated with the hiring company or the individual. The regressions also indicate that ROA is positively related to the market reaction (t-statistic = 2.66, p < .01). This result suggests that the market reaction to appointing new financial reporting executives was more positive for more profitable companies. While the revolving door and ROA variables are significant, the other control variables are insignificant. 15 The insignificant coefficients for CPA_EXPERIENCE and PARTNER indicate that, on average, the market did not 
AR it and AR it = R it À E(R it ) and t = À1, 0, +1. R it = the return of company i on day t. E(R it ) = the return of the value-weighted market portfolio on day t. RE-VOLVING_DOOR = one if the accounting/finance officer is hired from the company's external audit firm (zero otherwise). ASSETS = Total assets ($ million). AGE = Company's age measured as the number of years that the company is recorded on Compustat. ROA = Net income/total assets. LEVERAGE = Total debt/total assets. BM = book-to-market ratio (market values are measured at the end of the month preceding the officer's appointment date; book values are measured at the end of the fiscal year). CFO = one if the newly appointed accounting/finance officer has the title chief financial officer (zero otherwise). FEMALE = one if the newly appointed accounting/finance officer is female (zero otherwise). CPA_EXPERIENCE = one if the accounting/finance officer previously worked for an audit firm (zero otherwise). PARTNER = one if the newly appointed accounting/finance officer was formerly a partner or senior partner at an audit firm (zero otherwise). The continuous variables are winsorized at the 5 and 95 percentiles in order to control for outliers 15 The insignificant FEMALE coefficient is consistent with evidence in Farrell and Hersch (2005) that the market does not value female and male appointments differently.
react to the officer's CPA experience or former position. In sum, these regression results suggest that the positive share price response is related to the announcement of a revolving door hire and not to other characteristics of the hired officers or of the hiring companies. Our finding of a positive market reaction to revolving door hires is particularly striking in light of earlier research that found no aggregate price reaction to new CFO appointments (Mian, 2001 ). However, our study is the first to specifically examine the market reaction to revolving door announcements, and our finding that there is a significant positive response is a valuable contribution in the assessment of this recently disallowed practice.
Tests of H 2
To test whether the market reaction to revolving door hires is more positive for small companies, we create a small company dummy variable (SMALL) which equals one (zero) if total assets are less (greater) than the sample median ($205.2 million). In column 2 of Table 6 , we add the small company indicator variable (SMALL) and its interaction with the revolving door variable (REVOL-VING_DOOR*SMALL). In this expanded regression, the coefficient on the interaction variable is positive and significant (t-statistic = 2.49, p < .05). 16 Therefore, consistent with H 2 , the market reacted more positively to revolving door appointments by small companies, even after controlling for other firm and individual characteristics. 17 The results of our control variables are similar to column 1. In sum, the results suggest that small public companies were rewarded by the market for hiring accounting and finance officers directly from their external audit firms.
18 However, the SOX restriction means that this source of hiring financial reporting executives is no longer available. 16 The SEC Advisory Committee on Small Public Companies defines ''Smaller Companies'' as those with less than $787.1 million in market capitalization. If we use this market capitalization criterion instead of median asset size to indicate small companies in our sample, we obtain similar results. Specifically, the REVOLVING_DOOR*SMALL coefficient in the expanded regression remains positive and significant (t-statistic = 1.87). Similarly, if we partition the sample using the median value of market capitalization ($182.9 million), the REVOLVING_DOOR*SMALL coefficient remains positive and significant (t-statistic = 1.88). 17 Alternatively, if we divide our samples into small firms and large firms and re-estimate the regression model in Column 1 of Table 6 for each of the sub-samples we obtain consistent results. Specifically, the positive market reaction to revolving door appointments is statistically significant for the small company regression (p < .05; t-statistic = 2.34), but it is insignificant for the large company regression (t-statistic = 1.10). In addition, we find a significant positive reaction when small companies hire partners (p < .05; t-statistic = 2.71) but not when large companies hire partners (t-statistic = À1.72). Results of the other control variables are substantively the same as those reported in Column 1 of Table 6 . 18 Using a 2-day event window (0 to +1) and a 4-day event window (À1 to +2) also produces similar results. The REVOLVING_DOOR*SMALL coefficient is positive and significant both for the 2-day event window (t-statistic = 2.13) and for the 4-day event window (t-statistic = 2.35).
Revolving door hires and credible financial reporting
The positive market reaction to revolving door hires captures the market's joint assessment of (1) any possible impairment to the credibility of audited financial statements, (2) the qualities that the newly appointed officer brings to the company, and (3) a possible signal regarding the future prospects of the hiring company. While the net effect of these conflicting assessments is found to be positive, it can be argued that, nevertheless, the SOX restriction on revolving door hires was necessary to protect the credibility of audited financial statements. To assess this argument we provide additional evidence on the effect of revolving door appointments on the quality of financial statements.
Abnormal accruals
As previously noted, prior studies have examined the issuance of going-concern opinions (Lennox, 2005) and reported abnormal accruals (Dowdell & Krishnan, 2004; Geiger et al., 2005; Menon & Williams, 2004) to determine whether revolving door hires impair financial reporting quality. However, the samples assessed in these studies are fairly disparate and may include hires that were not explicitly targeted by SOX. To provide additional, more direct evidence on the likely effects of SOX, we examine whether the sample of revolving door hiring firms subsequently report higher levels of discretionary accruals than do the nonrevolving door hiring firms. If revolving door hires negatively impact the credibility of financial reporting, we would expect that firms hiring these individuals would report higher levels of signed discretionary accounting accruals (Geiger & North, 2006; Menon & Williams, 2004 ) after these new individuals assume their new roles.
Following prior research, we use the modified cross-sectional Jones (1991) model introduced by DeFond and Jiambalvo (1994) to calculate discretionary accruals. Predicted accruals for the firms in our study are estimated using the following model:
where AC is our accruals measure defined as income before extraordinary items less operating cash flows adjusted for discontinued operations and extraordinary items (Hribar & Collins, 2002) , TA is total assets, DREV is change in revenue, DAR is change in accounts receivable, and PPE is property, plant and equipment, for firm i at year t. We estimate the model cross-sectionally using every firm in COMPU-STAT based on two-digit SIC industry groupings containing at least 10 firms, excluding the sample firm. The estimated coefficients from the industry regressions are used to predict accruals for the sample firms. Discretionary accruals (DA) are then calculated as actual accruals minus the predicted accruals.
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We assess differences in DA between our two hiring samples for the initial year of appointment, time t, and the year after the appointment, time t + 1. For time t (time t + 1) we are able to obtain data and calculate DA for 143 (137) of the revolving door firms and 2,496 (2,288) of the non-revolving door hiring firms. The mean DA for the revolving door firms at time t (time t + 1) is À3.04% (À3.34%) and for the non-revolving door firms is À5.00% (À4.23%). While the revolving door firms report a higher mean DA than the non-revolving door firms in both t and t + 1, separate t-tests reveal that the differences between the two hiring groups are not significant (t-statistic = 1.30 at time t, and 0.68 at time t + 1).
To further examine the differences in DA among our two hiring groups we use a multivariate regression and include controls for other factors identified in prior research to be associated with levels of DA (for example, Ashbaugh, LaFond, & Mayhew, 2003; Becker, DeFond, Jiambalvo, & Subramanyam, 1998; Chung & Kallapur, 2003; Geiger & North, 2006; Menon & Williams, 2004) . Our model includes an indicator variable for the revolving door firms (1 if a revolving door firm, 0 if not) and controls for firm size (log of market value of equity), growth (book-to-market ratio and sales growth), financial condition (calculated as Zmijewski's (1984) distress score), significant asset acquisitions during the year (1 if yes, 0 if not), significant changes in debt or equity financing during the year (1 if yes, 0 if not), level of cash flow (measured as cash flow from operations), and year (we include yearly dummy variables).
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Results (untabulated) for the multivariate regressions at time t and t + 1 are consistent with the univariate results and indicate that levels of DA are not significantly (p > .25) associated with revolving door appointments either in the year of the hire or the following year. Specifically, both regression models are significant at p < .0001, yet the coefficient on the revolving door indicator variable is not significant in the t regression (t-statistic = 1.12) or in the t + 1 regression (t-statistic = 0.24). These collective results provide additional evidence that the revolving door hiring firms targeted by SOX do not report higher levels of DA after appointing the new individuals. In fact, we find that the levels of DA are very similar between revolving door and non-revolving door hiring firms immediately after these appointments. 
Subsequent AAERs
To provide additional evidence on the quality of financial reporting subsequent to companies hiring personnel directly from their external audit firms, we examine the relationship between revolving door hires and the company's subsequent receipt of an AAER from the SEC. AAERs are issued for materially misleading financial statements and are typically issued only in cases of egregious financial reporting behavior, which usually involves some type of management fraud (Feroz, Park, & Pastena, 1991) . Prior studies have used them to directly assess the quality of financial reporting (Beasley, 1996; Bonner, Palmrose, & Young, 1998) . If the quality of financial reporting was significantly impaired due to revolving door appointments, we expect a positive association between revolving door appointments and the subsequent receipt of an AAER following the officer's appointment.
We collect all AAERs issued from January 1985 to July 2006, which is 4 years after the sample period for the officer appointments. Within the sample, AAERs were issued to 93 companies subsequent to officers' appointment dates, but only one of these was issued to a company that had previously made a revolving door appointment. Therefore, the AAER frequency is just 0.5% for revolving door appointments compared to 3.1% for non-revolving door appointments. Further, to control for other possible factors associated with the company's appointment, we estimate probit models that include the earlier company and appointee control Pseudo-R 2 (%) 2.65 3.15 *** Significant at the 1% level (two-tailed). ** Significant at the 5% level (two-tailed). * Significant at the 10% level (two-tailed). The models are estimated using probit and the standard errors are adjusted for multiple observations relating to a given company
Variable definitions: AAER = one if the company receives an Accounting and Auditing Enforcement Release within a 5-year period (4-year period) following the appointment date of the accounting and finance officer (zero otherwise). REVOLVING_DOOR = one if the accounting/finance officer is hired from the company's external audit firm (zero otherwise). ASSETS = Total assets ($ million). AGE = Company's age measured as the number of years that the company is recorded on Compustat. ROA = Net income/total assets. LEVERAGE = Total debt/total assets. BM = book-to-market ratio (market values are measured at the end of the month preceding the officer's appointment date; book values are measured at the end of the fiscal year). CFO = one if the newly appointed accounting/finance officer has the title chief financial officer (zero otherwise). FEMALE = one if the newly appointed accounting/finance officer is female (zero otherwise). CPA_EXPERIENCE = one if the accounting/finance officer previously worked for an audit firm (zero otherwise). PARTNER = one if the newly appointed accounting/finance officer was formerly a partner or senior partner at an audit firm (zero otherwise). The continuous variables are all winsorized at the 5 and 95 percentiles to control for outliers
Hiring of accounting and finance officers from audit firms (2008) 13:55-86 77 variables. The dependent variables indicate whether the company receives an AAER within a 4 (5)-year window subsequent to the officer's appointment date.
22
Results of these probit models are reported in Table 7 . The coefficients on REVOLVING_DOOR are negative and significant in both the 5-year (t-statistic = À2.31) and 4-year (t-statistic = À2.01) models. These results indicate that revolving door companies were significantly less likely to receive AAERs than were companies that did not hire officers directly from their audit firms. Of the control variables, we find that profitability (ROA) and growth opportunities (BM) have significant coefficients in one or both of the models. Therefore, a company was less likely to receive a future AAER if it was profitable or it had high growth opportunities in the year of the officer's appointment. While numerous other factors may contribute to a company's receipt of an AAER, these results provide additional evidence that revolving door appointments did not result in lower quality financial reporting as reflected in the subsequent receipt of an AAER.
Additional tests
Job title
We first examine whether the results are affected by the job title of the newly appointed officer. Since CFO appointments account for the majority of our sample, we partition the sample into 2,354 CFO appointments and 822 appointments to other positions (for example, controller, treasurer, chief accounting officer). We re-estimate the regression models on these two sub-groups and the results are reported in Table 8 . The results for the CFO sub-sample are very similar to those found in the full sample. The coefficient for REVOLVING_DOOR is positive and significant (t-statistic = 2.04; p < .05) in the first regression, and the REVOLVING_DOOR*SMALL interaction term has a positive and significant coefficient (t-statistic = 2.74; p < .01) in the second regression.
23 While these CFO findings are very consistent with the results in the full sample, the non-CFO results are statistically insignificant for both the REVOLVING_DOOR variable and the REVOLVING_DOOR*SMALL interaction variable. Accordingly, we find that the positive market reaction to revolving door hires is driven by the appointments of CFOs by small companies.
Officers that have prior CPA experience
We re-estimate the models in Table 6 using only those officers that have prior CPA experience (thus, our estimation sample reduces to 1,162 hires). In these reduced sample regressions, the REVOLVING_DOOR coefficient remains positive and significant (t-statistic = 1.87) and the REVOLVING_DOOR*SMALL coefficient is also positive and significant (t-statistic = 2.55). Thus, our results are robust to examining only the officers that have previous CPA experience. Table 5 indicates that the revolving hire companies are significantly younger, more profitable and have lower book-to-market ratios than the other types of hires. These findings are consistent with auditors having stronger incentives to join companies AR it and AR it = R it À E(R it ) and t = À1, 0, +1. R it = the return of company i on day t. E(R it ) = the return of the value-weighted market portfolio on day t. AAER = one if the company receives an Accounting and Auditing Enforcement Release within a 5-year period (4-year period) following the appointment date of the accounting and finance officer (zero otherwise). RE-VOLVING_DOOR = one if the accounting/finance officer is hired from the company's external audit firm (zero otherwise). ASSETS = Total assets ($ million). AGE = Company's age measured as the number of years that the company is recorded on Compustat. ROA = Net income/total assets. LEVERAGE = Total debt/total assets. BM = book-to-market ratio (market values are measured at the end of the month preceding the officer's appointment date; book values are measured at the end of the fiscal year). CFO = one if the newly appointed accounting/finance officer has the title chief financial officer (zero otherwise). FEMALE = one if the newly appointed accounting/finance officer is female (zero otherwise). CPA_EXPERIENCE = one if the accounting/finance officer previously worked for an audit firm (zero otherwise). PARTNER = one if the newly appointed accounting/finance officer was formerly a partner or senior partner at an audit firm (zero otherwise). The continuous variables are all winsorized at the 5 and 95 percentiles to control for outliers that have better future prospects. Thus, any signaling effect of a revolving door hire may be associated with the company's age, profitability, or growth opportunities. To examine this argument, we test whether the positive market reaction to revolving door hires is stronger for companies that are young, profitable, or have good growth opportunities. We first partition the sample into young and old companies by creating a dummy variable (AGEDUM) that equals one if the company is younger than the sample median (8 years). We then add AGEDUM and the REVOLVING_DOOR*AGEDUM interaction variable to the regression. We find that both the AGEDUM and REVOLVING_DOOR*AGEDUM coefficients are statistically insignificant (t-statistics = À0.24 and À0.09, respectively). Next, we partition the sample into profitable and less profitable companies by creating a dummy variable (ROADUM) that equals one if the company's ROA exceeds the sample median (1.30%). We then add ROADUM and the REVOLVING_DOOR*ROADUM interaction variable to the regression. Whilst the ROADUM coefficient is positive and statistically significant (t-statistic = 2.31), the REVOLVING_DOOR*ROADUM coefficient is insignificant (t-statistic = À0.34).
Company age, profitability and growth opportunities
Finally, we partition the sample into high and low growth opportunities by creating a dummy variable (BMDUM) that equals one if the company's book-tomarket ratio is below the sample median (0.43). We then add the BMDUM and a REVOLVING_DOOR*BMDUM interaction variable to the regression. We find that both the BMDUM and REVOLVING_DOOR*BMDUM coefficients are statistically insignificant (t-statistic = 0.20 and 0.92, respectively).
Overall, these three sets of results do not support the view that any signaling effect of a revolving door hire is associated with the company's age, profitability or growth opportunities.
Confounding events
To determine that our results are not driven by other information that might have been released during our 3-day event window , we search for confounding events by examining whether the press releases that disclose officer appointments contain any other information that might affect the market reaction (for example, the departure of an officer or the appointment of more than one officer). In addition, we search for all other press releases disclosed within the 3-day event window. For the revolving door sample, we find possible confounding disclosures for 86 hires and no confounding disclosures for 107 hires. The mean CAR for the clean sample of 107 revolving door hires is +1.69%, which is statistically significant at p < .01 (t-statistic = 3.11). While the power of our tests are further reduced due to sample size restrictions, within the revolving door hires we find no significant difference in mean CARs between the clean sample and the sample with confounding disclosures (t-statistic = 1.35).
It would be prohibitively costly to search for confounding events in the full sample of 3,176 hires. Instead, we match each revolving door appointment to a CPA experience hire and to a non-CPA experience hire, where the matching is by year of the appointment and company size (total assets). Thus, our matched samples contain 386 non-revolving door appointments (386 = 2 · 193), and we search for confounding events within these matched samples. We create a dummy variable (CONFOUND), which equals one if there is a confounding disclosure in either the revolving door sample (n = 193) or the matched samples (n = 386). We then reestimate the models in Table 6 using an estimation sample of 579 hires (193 revolving door + 386 non-revolving door) and include the CONFOUND variable as an additional control. We find that the REVOLVING_DOOR coefficient is positive and statistically significant (t-statistic = 2.31) and that the REVOLVING_-DOOR*SMALL interaction coefficient is positive and significant (t-statistic = 2.13) in our second regression; however, the CONFOUND variable is not significant in either regression (t-statistics = À0.29 and À0.31, respectively). In addition, we reestimate the models in Table 6 using only the 339 appointments in which there are no concurrent disclosures. In this smaller sample, the REVOLVING_DOOR coefficient remains significantly positive (t-statistic = 2.02) while the REVOL-VING_DOOR*SMALL coefficient loses statistical significance (t-statistic = 1.63). In sum, these tests suggest that our significant market reaction results are not substantively driven by other disclosures during the event window.
Is there an advertising aspect to revolving door appointments?
If there is an advertising aspect to revolving door appointments, we would expect that companies would attempt to publicize these hires and that they would be disproportionately reported in newspapers such as the Wall Street Journal. Therefore, we investigate whether the appointments in the revolving door sample are more widely announced than in the two matched samples described in Sect. 4.4.4 above. Of the 193 revolving door hires, we find that 50 (25.9%) are reported in the Wall Street Journal, and 103 (53.4%) are reported in a newspaper or trade publication within one week of the news wire release. Similarly, of the 386 matched hires, 108 (28.0%) are reported in the Wall Street Journal, and 182 (47.2%) are reported in a newspaper or trade publication. Separate tests indicate that these proportions are not significantly different between the two groups for either Wall Street Journal coverage (v 2 = 0.279; p = .60) or for all newspapers and trade journals (v 2 = 1.99; p = .16). Thus, we find no evidence that the revolving door firms were advertising their appointments any more than were the non-revolving door firms.
Changes in profitability and company size during the appointment year
In our main tests, the profitability (ROA) and size (Ln(ASSETS)) variables are obtained from the fiscal year-end immediately after the officer's appointment date. We use these financial statements because some of the younger companies do not have financial statements available in the year before the officer's appointment. Specifically, 20 of our 193 revolving door appointments have missing data in the previous year and the mean CAR is +4.01% for these 20 hires. Therefore, imposing the requirement of past financial statements would mean that we lose the observations where the positive market reaction is strongest, and this in turn would bias our results against H 1 and H 2 .
Despite this limitation, we examine whether the revolving door sample is systematically different from the control sample in terms of the change in profitability and growth (the change in total assets) around the appointment date. We construct these change variables using ROA and Ln(ASSETS) data from the fiscal year-end immediately before the officer's appointment to the fiscal yearend immediately after. We find that the change in profitability during the appointment year is not significantly different between the revolving door hires and other types of appointments (t-statistic = 0.17). However, the mean growth of the revolving door companies is significantly greater than the growth of companies that make non-revolving door appointments (t-statistic = 2.89). This is consistent with our finding in Table 5 that auditors accept employment positions with companies that have better growth prospects (that is, lower book-to-market ratios).
Alternative metrics for market returns
We assess whether the results are robust to using a different metric for market returns. Specifically, we recalculate cumulative abnormal returns using the equally weighted market return in place of the value-weighted market return. Re-estimating the models in Table 6 , the REVOLVING_DOOR and REVOLVING_DOOR*S-MALL coefficients are positive (t-statistics = 1.60 and 2.36, respectively). We also recalculate cumulative abnormal returns using size decile portfolio returns, and again the REVOLVING_DOOR and REVOLVING_DOOR*SMALL coefficients remain positive (t-statistics = 1.60 and 2.47, respectively).
Conclusions
This study investigates how the market reacts when companies announce appointments of senior accounting and finance officers hired directly from their external audit firms. This auditor-to-client ''revolving door'' hiring practice is now prohibited by the Sarbanes-Oxley Act of 2002. While the practice received a lot of coverage in the media, our results indicate that it occurred infrequently. Between 1985 and 2002, only 6.1% of financial reporting executives were hired directly from companies' external audit firms, and the frequency was actually declining in the years leading up to SOX.
We examine cumulative abnormal returns over a 3-day event window centered on the announcement date and find no evidence that the market viewed revolving door hires negatively. Rather, we find that the market rewarded companies that could attract individuals from their external audit firms. We also find that companies were not rewarded for hiring individuals with CPA experience unless these candidates were hired directly from the company's external audit firm. Although highly publicized company failures have involved revolving door hires, our results suggest that the hiring practice was not pervasive and, when it did occur, the market generally viewed revolving door hires favorably. Therefore, the SOX restriction on revolving door appointments may not be an important protection for shareholders.
We also find that the aggregate positive share price reaction is driven primarily by smaller companies. Before SOX, these companies were rewarded by the equity market for attracting auditors into senior accounting and finance positions. This is generally consistent with arguments that small companies would be more severely hurt by the SOX restriction on revolving door hires (ISB, 1999) and adds another dimension to recent discussions of the impact of SOX on smaller firms (Kelleher, 2006) .
As with many event studies, we cannot fully determine the extent to which the market reaction is attributable to perceived economic benefits or to signaling. Nevertheless, the positive market reaction is noteworthy regardless of whether revolving door appointments are positive signals about companies' future prospects or bring positive benefits to the hiring companies. To the extent that a revolving door hire signaled the auditor's confidence in the company's future, the SOX ruling now prevents this valuable signaling mechanism.
Importantly, we also find that companies making revolving door appointments reported similar levels of discretionary accounting accruals and were significantly less likely to receive AAERs after these appointments compared to other hiring companies. These findings do not support the view that the revolving door hires targeted by SOX had impaired financial reporting quality. Moreover, it is inconsistent with the proposition that the market reaction to revolving door appointments would have been negative in the absence of a positive signaling effect. To the extent that the positive market reaction is not attributable to signaling, the SOX ruling implies that companies can no longer benefit from recruiting their auditors as senior accounting and finance officers. Thus, our conclusion that the SOX hiring restriction does little to protect shareholders is unaffected by whether the positive market reaction is attributable to signaling.
While our study is the first to assess the effect of revolving door hires on shareholder wealth, we do not consider the impact on other stakeholders. For example, the restriction on revolving door appointments may adversely affect individual practicing auditors by limiting their employment opportunities. The restriction could also affect other stakeholders such as bondholders and public accounting firms. Additionally, our study only examines the market reaction to appointments of senior financial reporting officers because the SOX restriction applies only to these positions, even though revolving door hires are more common at junior positions.
